e lm e e vy - — - O

THE WHITE HO

e T “JSQ\;M—MPQ s, ’




URGENT B

|

LRM ID: CJB218

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
Washington, D.C. 20503-0001
Thursday, May 7, 1998

LEGISLATIVE REFERRAL MEMORANDUM

TO: Leglslatlve |a|s n Offlcor Soo Distribution below
FROM: k a‘et R. orsgr n (f Asmstant Director for Legislative Reference
OMB CONTACT: Constance J. Bowers
PHONE: (202)395-3803 FAX: {202)395-6148
SUBJECT: Draft Statement of Administration Policy on $1882 Higher Education

Amendments of 1998

DEADLINE: 3:00 p.m. Friday, May 8, 1998

k:

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above
subject before advising on its relationship to the program of the President. Please advise us if this
item will affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title
Xl of the Omnibus Budget Reconciliation Act of 1990.

COMMENTS: S. 1882 is on the Senate calendar. The Senate could begin
consideration May 11, 1998.
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LRM ID: CJB216 SUBJECT: Draft Statement of Administration Policy on $1882 Higher
Education Amendments of 1998
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RESPONSE TO
LEGISLATIVE REFERRAL
MEMORANDUM

If your rasponse to this request for viaws is short {e.g., cancur/no comment), we prefer that you respond by
e-mail or by faxing us this response sheet. If the response is short and you prefer to call. pleagse call the
branch-wlde line shown belaw {NOT tha analyst's line) to leave a massage with a legislative assistant.

You may also respond by:

(1) calling the analyst/attorney's direct line (you will be connected to voice mail if the analyst doos not
answer); or

{2) sending us a memo or letter
Please Include the LRM number shown above, and the subject shown below.

TO: Constance J. Bowers Phone: 396-3803 Fax: 396-6148
Office of Management and Budget
Branch-Wide Line {to reach legislative assistant): 395-7382

FROM: {Date)

{Name)

(Agency)

______(Telaphone)

Tha following is the response of our agency to your request for views on the above-captioned subject:
Concur
_____No Objection
No Caomment
See proposed edits on pages

Other:

_FAX RETURN of _ pages, attached to this response sheet
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DRAFI

DRAFI -- NOT FOR RELEASE
May , 1998
(Senate)

1 -ligher K ion Amcndments of 19
(Sen. Jeffords (R) VT and others)

The Administration is strongly committcd to working with Congress to reauthorize the Higher
Education Act (L1EA) this year. The Administration has serious concerns with several provisions
that are in the bill or are likely to be added, but is encouraged that S. 1882, as reported by the
Senate Commiittee on Labor and Human Rcsources, reflects numerous Administration proposals.

Unfortunately, there arc also scveral highly problematic provisions in the reported bill, including:
a change to the student loan interest rate structure that provides cxcessive profits to lenders and
rcquires unnccessary new spending; changes that would significantly increase payments to
guaranty agencics; and changcs that would provide insufficient funding for the Department of
tiducation to manage effectively all of the student aid programs. Overall, if such provisions are
in the bill as presentcd to the President, particularly in light of other concerns raised in this
Statement of Administration Policy, the | President’s senior advisers] or [Secretary of
Kducation] would recommend that the President veto S. 1882,

Student Loan Interest Ratcs. The Administration cannot accept the bill’s provisions that would
provide lenders with cxcessive profits and require taxpayers to finance those profits through an
additional $2.7 billion subsidy to lenders over five years. Most of the additional $2.7 billion of
spending is not offset in the bill and therefore would trigger a possible sequester of several
cntittcment programs specificd in the law.

A budgct scquester would raise student loan origination fees -- which are already too

high -- and rcduce Federal mandatory spending across-the-board. Vital programs such as
vocational rehabilitation, foster care and adoption assistancc, and Mcdicarc should not havc to
bear the cost of lender subsidies.

Statutorily set lender subsidies are not necessary Lo ensurc access to Federal Family Education
Louns (FFELSs), espccially lor large banks that can make sutficient profits at lower intcrest rates
becausc of cconomies of scale, and they ignore promising market-based mechanisms for
addressing concerns expresscd by the lender community.  The Administration would support a
policy that moves toward an auction-based approach to determining lender retumns on FFEL
loans that includes: (1) a study of promising auction-based approaches for determining lender
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DRAFT

returns by the Scerctary of the Treasury and Scerctacy ol the Treasury, in consultation with
technical experts and program stakeholders; (2) implementation, after Congressional notification,
ol auction-bascd pilots that hold the greatest promisc as modcls for full-scalc FFEL
implementation; and (3) program-wide implementation after an independent evaluation
determines that a successful model can be put in place for all FFEL. loans.

Section 458 Funding Reductions. The Administration sirongly opposes provisions in S. 1882
that would reducc administrative funds available to the Department of Education under scction
458 of the HEA by more than $220 million during fiscal years 1999 to 2003, while increasing
administrative payments to guaranty agencics by roughly $350 million during that penod. These
provisions dircctly threaten the Department’s ability to manage the over $50 billion annual
f‘ederal investment in student financial aid by taking away the funds necessary to carry out vital
activities, such as student aid application processing, student loan default collection, and urgently
nceded modernization of student aid delivery systems (including the Department’s efforts to
address “Year 2000" problems in these sysiems, which would be scriously compromiscd by this
funding reduction). We hope to work further with Congress (o restore section 458 funding to the
Department and reducing the payments to guaranty agencies to more appropriate levels.

In addition, there are other significant provisions in S. 1882 that the Administration will seek to
improve during further congressional consideration. Among thesc issucs arc the following:

. The Administration is very disappointed that S. 1882 fails to include the
Administration’s High Hopes initiative, which would rcach whole cohorts of
disadvantaged students at cven younger ages. Lligh Llopes would build upon
TRIO activities and provide over 1 million ncedy middlc-school students with
cffective information, tutoring, mentoring, and academic preparation to prepare
them [or college and decpen their aspirations and commitment to pursuc
postsecondary education.

. S. 1882 fails to makc adequatc performance-based reforms to encourage and
reward efficient service delivery by guaranty agencies, and would include new
and excessive sources of revenue for guaranty agencies. The Administration hopes
to work with the Congress to fashion an acceptable compromise that provides
much-needed guaranty agency reform.

J The Administration is also very disappointcd that S. 1882 docs not lower
origination fees for students. The Administration proposed to lower the fees by
onc percentage point for all borrowers and to phase them out entirely for
borrowcrs of subsidizcd loans, and offcred the nccessary oflscts to finance these
fee reductions.

. The bill does not include changes necessary to implement the President’s proposal
to allow individuals with unsubsidized student loans to scrve their communitics
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DRAFT

for up to three years without accruing interest on these loans. Undcr current law,
individuals with subsidized loans do not accruc intcrest whilce receiving a
deferment and performing community service, but those with unsubsidized loans
conlinue to accrue interest. This proposal is part of the President’s call to action
to encourage all Americans to scrve their communitics.

. S. 1882 also fails to exclude from taxation any loan balances that arve forgiven
afler the maximum numbcr of ycars of incomc-contingent repayment. Income-
bascd repayment ensures that borrowers who remain low-income relative to their
debt do not have to carry that burden for more than 25 ycars. Saddling them with
an additional tax liability is neither appropriate nor was it ever intended.

. ‘The Administration supports [still “under construction "--we want to support the
Senate bill s treatment of the consolidation loan interest rate and oppose the
weighted average approach used hy the House--apparently there is a rumor going
around that we support the weighted average, which is not truef

. The Adminstration understands that amendments may be offcred to eliminate the
bill’s cxccssive restrictions on participation in the proposed distance education
demonstration program, and to provide other adminstrative flexibilities necessary
for the success of the demonstration program. Such amendments would greatly
improve these provisions of S, 1882,

. The Administration appreciates the bill’s strong support for postsecondary

education programs, but notcs that certain proposcd authorization levels are not
rcalistic in the current budget environment.

The Administration looks forward to working with Congress to resolve these and other
issucs [ ,such as thosc articulated in a more detailed letter from the Secretary of Education, ] as
Congress works to reauthorize the Higher Education Act.

Pav-As-You-Go Scorin

H.R. 6 would incrcasc dircct speading; thercfore, is subject to the pay-as-you-go requirements of
the Omnibus Budget Reconciliation Act of 1990. The bill docs not contain provisions to

L/9d T HQYQrROYd YNALY0d T - Z6T:0L #&:9T 866T-L0-AWH



DRAFT

oftsct this increasc in outlays. Thereforc, it the bill were cnactced, its deficit effects could
contribute to a scquester of mandatory programs. OMB's preliminary scoring of this bill is that it
would increase outlays by $2,061 million during I'Ys 1998-2003:

ST AFTE IEWING TE BIL
Fiscal Yeurs
(In millions of dollars)

1998 1999 2000 2001 2002 2003 1998-2003

Outlays -$281 $308 8460 $479 $520 $575  $2,061

ok ok ok kR kRN
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Joanne Cianci 05/04/98 03:47:30 PM

—d
Record Type: Record

To: Diana Fortuna/OPD/EOP

cc: Melinda D. Haskins/OMB/EOP
Subject: Tax Provision/Cost Estimates

Jim spoke to someone from the Committee about the tax provision. Apparently, the B-K tax
provision may be moved to another bill.

SSA received CBO cost estimates of the Bunning-Kennelly bill. SSA did not have a faxable copy,
but here is the bottom line (does not include the tax provision or the 2-for-1 demo):

Costs (Savings) from FY 1998 - FY 2008

Total ($394 ) million -- SSA said this might be ($384) million (bad copy)

Select Components

Ticket

-- DI ($97) million ({includes $140 million for milestone payments)
-- SSI  ($46) million (include $69 million for milestone payments)

Medicare $46 million

big savers: {$492) million in benefit savings
($180) million from the "gradual phase out of the current VR program” (it is not
clear what they mean by this.



Y43
Jon Oberg @ ed.gov (Jon Oberg)
04/22/98 05:50:03 PM

Record Type: Record

To: Diana Fortuna/OPD/EOP
cc: Maureen_McLaughlin @ ed.gov (Maureen McLaughlin) , Pauline_Abernathy @ ed.gov {Pauline
Abernathy)

Subject: Re[4]: community service amendment

We are working on three possibilities: Mikulski, Greenwood, and House HEA
managers.

Deborah Connelly with Mikulski has all the information from us but wants to
hear from community service advocates and get more information on why this
is important to the Administration. Can you provide? Her fax is 228-4513.

If she gets this information, she will recommend it favorably to Sen

Mikulski, but at this point is unsure if the Senator will do it.

Kara Haas with Greenwood has all our information as well, but has not heard
from anyone else. To my pointing out that Peace Corps thinks this is
important, she says whe hasn't heard from them or anyone else.

In other words, these offices want to hear from someone besides me.

| have also raised the issue with the House minority staff to see if they

can get in the managers' amendments in the House. It is on my list of
about seven items. They are meeting tomorrow with majority staff to start
working on managers' non-controversial amendments.

Reply Separator
Subject: Re: Rel[2]: community service amendment
Author: Diana_Fortuna@opd.eop.gov at Internet
Date: 4/22/98 1:46 PM

Any progress on our community service amendment?
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